
• Between January 2001 and November 2002, Massachusetts
experienced the longest consecutive run of falling employ-
ment and the largest peak-to-trough percentage job loss in
New England (see Chart 1).

• As a result of the weak labor market, the state’s personal
income has stagnated.

• Massachusetts benefited greatly from the strong stock mar-
ket and information technology (IT) investment boom
during the late 1990s—a reflection of the state’s significant
employment concentrations in financial services, technolo-
gy firms, and supporting businesses.

• However, these twin catalysts now have become the prin-
cipal drags on the state’s economy.

• Declining employment and capital gains income also nega-
tively affected the state’s fiscal situation. Income tax rev-
enue has plummeted, leaving the state with a projected
budget deficit of $3 billion for fiscal year 2004. Cuts in
state jobs and programs, declines in local aid, and increases
in taxes may further impede the recovery (see Chart 2).

• Massachusetts’ housing market has remained steadfast in
the face of recession. For typical households, steady home
price appreciation has provided a strong offset to any
wealth lost to the stock market.

• Some deceleration in the state’s pace of home price appre-
ciation was evident during the past few years. Despite this,
the current rate of appreciation may prove unsustainable—
particularly in the state’s potentially overheated greater
Boston market (see Chart 3).

• With continued weakness in national business investment
and U.S. equity markets a distinct possibility, the recent
malaise in the state’s IT and financial services sectors
seems likely to linger and impede economic growth over
the near term.
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The Massachusetts economy, hardest hit by the recent national recession among the New England states, contin-
ues to struggle absent the dual catalysts of a strong technology sector and equity wealth effects.
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Chart 1: Massachusetts Continues to Exhibit New England's

 Weakest Labor Market
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Chart 3: State Home Price Trends Are Driven by Boston,

 Where Price Appreciation Continues to Decelerate

Source: OFHEO
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Chart 2: State Tax Revenues Plummeted During the 

Downturn, Led By a Decline in Personal Income Tax 

Receipts
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Personal Income

Source: Rockefeller Institute



• While lower than year-ago levels, the median past-
due ratio increased slightly during the third quarter
of 2002. Residential and commercial real estate
(CRE) delinquencies increased at some institutions
over the past year. Recent increases of consumer
and business bankruptcies may signal a further dete-
rioration in asset quality in subsequent quarters.

• In the Boston MSA, median CRE growth exceeded
10 percent during the past four years. While median
concentrations remain lower than levels reached in
the early 90s, exposure levels have risen. Institu-
tions with high and increasing CRE concentrations
may be more vulnerable to rising vacancy rates and
declining rents (see Chart 5).

• The Massachusetts economy continues to struggle
in the current economic environment. Commercial

real estate market conditions in Greater Boston
are not expected to recover until the end of
2003 at the earliest.

• With the conventional 30-year mortgage rate below
7.0 percent for the past 12 months, refinancing
activity remains strong as borrowers continue to
lock in long-term, fixed-rate loans at lower rates.

• During the past year, asset maturities have length-
ened at many institutions. Median long-term assets
to earning assets increased to its highest point in a
decade (35 percent) and continues to rise. One-fifth
of insured institutions in Massachusetts had long-
term asset concentrations greater than 50 percent at
the end of third quarter 2002. Strong long-term
asset growth has been widespread in the state, with
a median growth rate of 10 percent over the past
year (see Chart 4).

• The extension of asset maturities is especially pro-
nounced in the state, as well as New England, due
to the large number of thrifts and residential
lenders. Savings institutions represent 82 percent of
insured institutions in Massachusetts, while residen-

tial real estate loans comprise 65 percent of the
average loan portfolio in the state. If interest rates
rise causing margins to compress, institutions with
large concentrations in fixed-rate assets could face
earnings pressure.
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Interest Rate Risk remains a concern for Massachusetts institutions that increased concentrations of
fixed, long-term assets during the recent refinancing waves.
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Chart 4: Long Term Asset Concentrations Have Risen In 

Many Institutions in Massachusetts, Suggesting Increased 

Exposure to Interest Rate Risk
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Overall credit quality weakened modestly during the second quarter; some deterioration was
observed with commercial real estate credits and could become more pronounced with the sluggish
economy.
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Chart 5: Office Market Conditions In Greater Boston May 

Worsen Further As Excess Sublease Space Is Returned To 

The Market
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Massachusetts at a Glance

General Information Sep-02 Sep-01 Sep-00 Sep-99 Sep-98
Institutions (#) 217 225 230 230 237
Total Assets (in thousands) 193,500,724 184,980,613 165,562,906 212,876,499 199,690,934
New Institutions (# < 3 years) 3 1 4 2 3
New Institutions (# < 9 years) 4 5 8 6 7

Capital Sep-02 Sep-01 Sep-00 Sep-99 Sep-98
Tier 1 Leverage (median) 9.22 9.26 9.84 9.62 9.50

Asset Quality Sep-02 Sep-01 Sep-00 Sep-99 Sep-98
Past-Due and Nonaccrual (median %) 0.81% 0.97% 1.01% 1.17% 1.46%
Past-Due and Nonaccrual ≥ 5% 3 2 5 8 14
ALLL/Total Loans (median %) 1.00% 0.99% 0.96% 1.02% 1.01%
ALLL/Noncurrent Loans (median multiple) 4.23 4.53 4.10 2.85 2.15
Net Loan Losses/Loans (aggregate) 0.14% 0.10% 0.07% 0.26% 0.33%

Earnings Sep-02 Sep-01 Sep-00 Sep-99 Sep-98
Unprofitable Institutions (#) 3 6 7 4 4
Percent Unprofitable 1.38% 2.67% 3.04% 1.74% 1.69%
Return on Assets (median %) 0.84 0.80 0.90 0.83 0.93
25th Percentile 0.65 0.55 0.66 0.61 0.70

Net Interest Margin (median %) 3.73% 3.56% 3.71% 3.64% 3.79%
Yield on Earning Assets (median) 6.29% 7.20% 7.38% 7.17% 7.55%
Cost of Funding Earning Assets (median) 2.58% 3.66% 3.68% 3.47% 3.74%
Provisions to Avg. Assets (median) 0.04% 0.04% 0.04% 0.04% 0.04%
Noninterest Income to Avg. Assets (median) 0.41% 0.40% 0.37% 0.35% 0.36%
Overhead to Avg. Assets (median) 2.63% 2.63% 2.65% 2.63% 2.67%

Liquidity/Sensitivity Sep-02 Sep-01 Sep-00 Sep-99 Sep-98
Loans to Deposits (median %) 74.28% 79.06% 81.64% 80.20% 77.39%
Loans to Assets (median %) 61.19% 63.93% 66.32% 65.23% 64.66%
Brokered Deposits (# of institutions) 16 13 14 19 18
Bro. Deps./Assets (median for above inst.) 1.86% 0.65% 1.26% 0.75% 0.34%
Noncore Funding to Assets (median) 16.53% 16.70% 15.45% 13.82% 12.18%
Core Funding to Assets (median) 72.17% 71.94% 72.73% 73.60% 75.88%

Bank Class Sep-02 Sep-01 Sep-00 Sep-99 Sep-98
State Nonmember 25 28 28 29 30
National 13 12 13 14 12
State Member 2 2 2 2 2
S&L 6 6 7 7 7
Savings Bank 15 15 16 15 16
Mutually Insured 156 162 164 163 170

MSA Distribution # of Inst. Assets % Inst. % Assets
Boston MA-NH PMSA 127 158,341,419 58.53% 81.83%
Worcester MA-CT PMSA 15 3,871,271 6.91% 2.00%
No MSA 15 3,643,329 6.91% 1.88%
Springfield MA 14 7,214,168 6.45% 3.73%
Brockton MA PMSA 10 2,041,595 4.61% 1.06%
Lawrence MA-NH PMSA 9 3,133,164 4.15% 1.62%
Pittsfield MA 7 2,448,158 3.23% 1.27%
Providence-Fall River-Warwick RI-MA 6 4,047,789 2.76% 2.09%
Lowell MA-NH PMSA 5 1,631,152 2.30% 0.84%
Fitchburg-Leominster MA PMSA 4 685,945 1.84% 0.35%
Barnstable-Yarmouth MA 3 3,123,710 1.38% 1.61%
New Bedford MA PMSA 2 3,319,024 0.92% 1.72%


